ABSTRACT: This case is based on an actual fraud that occurred and provides you with an opportunity to develop fraud examination skills, which include document examination, searching public records, financial statement analysis, and communicating the results of your work. Such skills benefit all accounting students regardless of the career path they may choose (e.g., a fraud investigator, an auditor, a consultant, a tax accountant). This case also: (1) exemplifies the complexity often found in fraud cases, and (2) illustrates how fraud examinations differ from financial statement audits. While some of the names of the parties involved have been changed, no facts in the case have been altered. Interstate Business College (IBC), founded in 1912, collapsed in the wake of allegations of top management fraud. The allegations became public when 23 former students filed a lawsuit against the director and owner of IBC, alleging misappropriation of student funds. You will assume the role of the fraud investigator hired by their attorney to determine if there is evidence to support their claim. Upon completion of the case, you will have a sense of the amount of documents, detail, and work involved when resolving fraud allegations.
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Susan Jacobsen and her husband. 5 As the fraud examiner in this case, you will perform each of these three tasks by responding to questions included at the end of each of the tasks as described below.
TASK 1: ANALYSIS OF PLAINTIFFS' ACCOUNTS
Documents maintained in student files include an IBC Enrollment Agreement, a Withdrawal Record (if applicable) that includes a refund calculation work sheet, and a Detail Ledger Listing. The Enrollment Agreement is signed by the student and the IBC admissions representative, indicating the desired course of study, expected completion date, cost of attendance at IBC, and personal information about the student (name, social security number, address, etc.). The Withdrawal Record is a document published by the U.S. Department of Education Student Financial Assistance Programs (SFAP) that must be completed when a student withdraws before completing his/her program of study. The Withdrawal Record summarizes information about program costs, payments/disbursements, and determines the amount of a pro rata or federal refund. This document must be filed with the U.S. Department of Education SFAP. The Detail Ledger Listing is an IBC-generated document that summarizes information about charges and payments to individual student accounts. This document maintains a current "account balance" for all students enrolled at IBC and provides information for billing purposes. There should be no discrepancy between the information in a student's Withdrawal Record and the student's Detail Ledger Listing. The costs charged in the student's Detail Ledger Listing should equal the costs indicated on the Enrollment Agreement, as illustrated in Exhibit 1.
File #1: Shawn Davison
The first student file you select to review is that of Shawn Davison. Two Enrollment Agreements are in the file. Both agreements are dated September 11, 1995, even though the first agreement indicates Shawn enrolled in the medical administrative assistant program on February 6, 1995, with an expected completion date of June 14, 1996. The total cost of attendance was calculated to be $10,020, as shown in Exhibit 2. The second Enrollment Agreement indicated that Shawn added word processing to her course of study. The total cost of attendance was now calculated to cost $12,100 (see Exhibit 2). While you are not a handwriting expert, you note that Shawn's signature on each enrollment agreement does not appear to be the same. Shawn withdrew on March 15, 1996. 5 In order to prove fraud, one must show the perpetrator personally gained from the fraud. The Association of Certified Fraud Examiners defines fraud as "the use of one's occupation for personal enrichment through the deliberate misuse or misapplication of the employing organization's resources or assets." If it cannot be shown that the perpetrator personally gained from the fraud, there will be no prosecution. Thus, it was relevant for the investigators in this case to complete both the second and third tasks. Federal Pell Grant, $3, 377; Subsidized Federal Direct Stafford Loan, $4, 760; Unsubsidized Federal Direct Stafford Loan, $6, 400; and a Federal Supplemental Educational Opportunity Grant (SEOG) , $100. 6 Further, the Withdrawal Record indicates that $5,552 was paid to the student and that the difference of $9,085 was retained by IBC. 7 Total institutional costs (i.e., tuition, fees, and books plus overhead costs such as depreciation on buildings and equipment, utilities, and other general administrative costs) recorded on the Withdrawal Record were $4,480.42.
EXHIBIT 1 Agreement of Documents Chart
The Withdrawal Record contains a work sheet to be completed in order to calculate the amount of the refund to the Student Financial Aid Program, if any. Exhibit 4 contains the work sheet prepared by IBC on Shawn's Withdrawal Record.
File #2: Lisa Morrison
The second student file you review is that of Lisa Morrison. Lisa's Enrollment Agreement indicates that she enrolled in both the medical assistant program and the word processing program on October 3, 1988. She dropped the word processing option on August 17, 1989 and graduated on November 8, 1989.
The costs of attendance per both Enrollment Agreements are shown in Exhibit 5 and her Detail Ledger Listing is reproduced in Exhibit 6. Lisa's file also contained photocopies of the front side of two IBC checks payable to Lisa Morrison for $61.00 (dated October 5, 1989) and $478.29 (dated October 23, 1989) . Investigators were unable to locate the canceled checks or find any evidence that the checks cleared IBC's bank account. 6 A Federal Pell Grant and a Federal Supplemental Educational Opportunity Grant, unlike a loan, do not have to be repaid by the student. With a subsidized loan, the student is not charged any interest before repayment begins or during authorized deferment periods (i.e., the federal government "subsidizes" the interest during these periods). With an unsubsidized loan, the student is charged interest from the time the loan is disbursed until it is fully repaid. 7 IBC receives the funds from the lending and granting agencies, and the loan and grant money is then used for the student's educational expenses and some of the student's living expenses. IBC distributes to the student the amount for the living expenses via a periodic stipend check. 
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File #3: Stephanie Baker
Stephanie Baker's file is the third file you review. This student completed the medical assistant and word processing programs on June 17, 1994. She returned to IBC on March 27, 1995, to enroll in a second course of study, the medical executive administrative assistant. She graduated from this program on March 15, 1996. Stephanie's program costs per her Enrollment Agreements are detailed in Exhibit 7, and her Detail Ledger Listings for both programs are shown in Exhibits 8 and 9.
As you reviewed Stephanie's file, you could not find any supporting documentation for the $159.50 refund check credited to her Detail Ledger Listing to show that this credit was paid to Stephanie, nor could you find this canceled check in IBC's bank statement. However, regarding her second program, Stephanie's file contained photocopies of the front of each of the three checks that her Detail Ledger Listing indicated had been made payable to her. The file also had a photocopy of a check dated January 8, 1996, made payable to "EDPMTS" for $195.00, with a description on the check that stated "Pell Refund-Stephanie Baker" along with her social security number. The only documentation in the file relating to the $916.00 and $767.00 refunds noted on the Detail Ledger Listing was a "Notice of School Termination of Student Borrower" form, which listed the two check numbers and the refund information. Your search of IBC's bank statements failed to uncover any of these six canceled checks.
The fact that IBC apparently was refunding grant money warrants further investigation. Students are not obligated to repay grant money. However, Stephanie also had received several thousand dollars in student loans, which she will be required to repay, so she would have benefited by returning the loan money first. You decide to look into this issue more closely by calling the local university's assistant director of financial services, Jeanne Erickson. According to Jeanne, refunds of grant money would be required in two situations: (1) If the student withdraws before completing the chosen academic program, or (2) if the total financial aid (including grant money) exceeds total school-related expenses. However, in the second case, the student loan money should be refunded before refunding any grant money. 5. Assume that you have reviewed the files of the remaining 20 plaintiffs and have identified numerous, varied discrepancies. Given that the attorney who engaged you is not an accountant, how might you effectively communicate to the attorney in your fraud report all of the numerous discrepancies/irregularities you have identified? (Do not prepare a fraud report; rather, describe how you would organize it. 8 )
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TASK 2: REVIEW OF IBC FINANCIAL RECORDS
The second task you have been engaged to perform is that of reviewing the IBC financial records to determine that all payments made from IBC funds were for legitimate business purposes. You decide to start by selecting a sample of two months (November and December 1995) and reviewing the IBC general fund checks for this period. Your review suggests that nine of the canceled checks from these two months were for nonbusiness purposes. For each of these checks, no supporting documentation existed and Susan was unable to provide any support or explanation for the purchases. These questionable payments include the following checks: four checks payable to Susan Jacobsen for a total of $14,500; one check payable to American Express for $24,887.42; one check payable to a travel agency for a Las Vegas vacation in the amount of $3,844.25; two checks payable to stores in local malls for a total of $1,725.00; and another check payable to a liquor store for $298.95.
Financial Statements
Next, you obtain the IBC-Fargo audited financial statements for the years 1993-1996, as well as the IBC-Fargo financial statements for the six-month period ending June 30, 1997 (see Exhibits 10 and 11, respectively). IBC had a $1.2 million loan along with a $600,000 line of credit with a local bank. The loan agreement required IBC to annually submit audited financial statements for review by the bank's loan officer. Loan agreement covenants also required IBC to maintain a current ratio of As you glance over the financial statements, one item that jumps out at you is both the current and long-term "Notes Receivable-Related Parties" shown for each year. You discover there are no disclosures pertaining to the related-party receivables in the footnotes to the financial statements.
Because the financial statements had received an unqualified audit opinion each year, you requested from Mary Charles the work papers in support of the opinions rendered, but she refused to produce them. Consequently, you were forced to obtain a court order requiring that Ms. Charles produce the IBC audit work papers. She engaged an attorney and fought the court order. After three months of delays, the judge threatened to put Ms. Charles in jail for contempt of court, which prompted her to finally produce the work papers. Your subsequent review of the working papers uncovered the following anomalies:
• Date discrepancies were found on 33 working papers, indicating that the work papers had been created in 1998 instead of in the years 1993-1997 as would be expected.
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• Handwriting styles on the audit work papers clearly came from two different people, with one style appearing to match the handwriting of Robert Knapper, a CPA who had been the controller at IBC until it filed for bankruptcy in January 1998. After IBC closed its doors, Robert Knapper was hired by Ms. Charles and was in her employ when the court ordered her to produce the IBC audit work papers.
• A substantial number of working papers were referenced in the 1996 audit program but could not be located among the documents subpoenaed from the CPA. You now suspect that, due to the contempt of court charge hanging over her head, she simply ran out of time in fabricating the work papers supporting the 1996 audit. Your review of the working papers also reveals that the auditor did not audit the related-party receivables to determine: (1) the nature of the transactions that created the receivables, and (2) the collectibility of the receivables. Further, you learn that the related-party receivables represent cash amounts that Susan Jacobsen and other officers received from IBC. You then obtain Susan's canceled IBC payroll checks, as well as those of her husband, Gary. Gary's job title at IBC is Data Processing Manager, but he has also served as an instructor at times. His educational background consists of a diploma from IBC in 1984, and an Associate Degree from Northwestern Electronics Institute in 1974. After reviewing several personnel files, you discover that the average instructor receives an annual salary of approximately $25,000, and must have earned at least a master's degree. Relevant information from four of the monthly payroll check stubs you inspected is given in Exhibit 12. To determine the reasonableness of Susan's salary, you telephone the president and executive director of a comparable business college in Utah. This business college averaged enrollment of approximately 300 students, making it very similar in size to IBC. The president of the Utah business college stated that a "generous" salary for the president/executive director of a business college would be $90,000-$100,000.
EXHIBIT
Employee Interviews
After reviewing the financial statements and the canceled checks, you decide to interview four former IBC employees about the alleged IBC fraud. The employees you select to interview are those who might have some knowledge of the fraud but you do not consider them to be accomplices in perpetrating it because there is no evidence that any of them personally gained from the alleged fraud (see footnote 5). You arrange interviews with the following four employees: • Judy Klinknail, an IBC admission counselor/representative from January 1989-June 1990. The employee interviews uncover the following information:
• Rondi stated that Susan Jacobsen traveled frequently, including destinations such as Paris, Hawaii, Las Vegas, San Francisco, and Arizona. Rondi knew that Susan had purchased a Rolex watch, and Susan once invited Rondi to join her on a bus trip to a casino for a weekend of gambling. Rondi knew of Susan's love for gambling because Susan had a five-gallon jar in her office filled with matchbooks from all the casinos she had visited. In fact, Susan bragged about her collection of matchbooks and would show it to anyone in her office. On the weekend trip, Rondi noticed that Susan drank excessively, but she had heard that Susan had a drinking problem. Rondi had heard about misappropriations of students' financial aid money, but had no direct knowledge of this theft occurring. She also commented that Susan managed "by intimidation" when dealing with IBC employees and students.
• Barb stated that she and Carla Braatenberg paid Susan Jacobsen's credit cards with IBC funds and "were just floored at some of her extravagant expenditures." Barb knew of trips Susan had taken to Europe and Aspen, Colorado. When Susan returned from her Paris trip, she gave the office staff sweatshirts purchased in France. Barb also stated that Susan had given her nephew a Rolex watch and had "treated herself" to a diamond ring upon achieving an enrollment of 400 students. She stated that Susan frequently purchased expensive clothing from a local shopping mall.
• Carla said she went on a trip to New Orleans, where Susan purchased artwork on a credit card.
When Carla paid the credit card bills at IBC, she noticed the amounts were very large and personal expenditures were included. Although Susan and Gary Jacobsen were divorced in February 1998 after 29 years of marriage, Carla reported that she heard Susan state, in March 1998, that she would like to go to Seattle to live with Gary and work somewhere, after which she would like them to live at their lakeside cabin. • Judy claimed she went on two trips with Susan Jacobsen, one to Seattle and the other to Florida.
On both trips, they went deep-sea fishing, shopping, and stayed in four-star hotels. There was one half-hour business meeting during each of these trips. She also stated she was instructed by Susan to "do or say anything, true or not, to meet" the weekly quota for student recruitment. For example, she was instructed to say "you don't need a four-year degree for this job," when in fact the student would need a four-year degree for the particular job desired. Judy's comment about being told to say anything to meet the weekly quota for student recruitment prompts you to locate several IBC graduates from the past few years and interview them about their employment opportunities upon graduation. In each case, the students tell you that IBC officials misrepresented to them that the IBC program would qualify them for various employment opportunities. For example, students in the medical assistant program were told that upon graduation they would be qualified for employment with either of the two major hospitals in town. In reality, the students found they were no more qualified for these jobs than someone walking in off the streets. Even with their IBC degree, the students still had to complete an in-house medical assistant program offered by the hospital just the same as someone who held no degree from IBC.
Questions for Task 2 6. Use the IBC financial statements and perform the following tasks:
a. Calculate the following ratios: (1) Administrative and Officer Salaries to Instructional Salaries for both IBC-Fargo and IBC-Bismarck, and (2) Administrative Expenses to Net Educational Income for both campuses. b. In order to investigate whether the IBC-Fargo or the IBC-Bismarck ratios calculated above were reasonable, you decided to determine the relationship between these various accounts at another university. In this case, the fraud examiner called the Director of the Budget Office at State University and learned that total administrative and officer salaries at SU were about 57 percent of total instructional salaries for the 1998-1999 academic year, (i.e., the year of your investigation TASK 3: NET WORTH COMPUTATION To complete your third task, you first obtain a personal financial statement of Susan and Gary Jacobsen, prepared in 1992 by the IBC controller, Robert Knapper, for the Small Business Association. This statement calculated Susan and Gary's net worth to be almost $1,900,000. To gather current financial information, you start by obtaining mortgage documents pertaining to IBC, Gary Jacobsen, and/or Susan Jacobsen at the County Register's Office. Eleven documents were obtained, all listing their personal residence as collateral. Your investigation reveals that they own two properties: their principal residence in Fargo has a market value of $319,000 and outstanding mortgages totaling $778,700, and a lakeside cottage has a market value of $60,000 and outstanding mortgages of $107,300.
Next, you visit the Treasurer's Office at the County Courthouse, and receive a computergenerated printout showing the amount of property tax owed by and collected from the Jacobsens from 1991-1997. You discover they owe $87,406 in property taxes to the county as of June 1998.
Frequent newspaper and local television news reports in early 1998 state that the IRS has filed tax liens totaling $706,450 against IBC for employee federal withholding taxes, Social Security taxes, and unemployment taxes IBC owes the federal government. The IRS also filed liens of $250,905 against the Jacobsens for personal income taxes they owe from 1995 and 1996. The North Dakota Tax Department filed liens of $32,207 for unpaid sales and state income taxes.
From your surveillance of their residence, you learn that the Jacobsens drive five vehicles: a 1992 Honda Prelude SI, a 1992 Honda Accord EX, and 1996 Range Rover Discovery, a 1991 GMC Jimmy S-15, and a 1994 GMC Sonoma. Your discussions with the local car dealerships reveal that the 1996 Range Rover Discovery is leased. By reviewing the Uniform Commercial Code (UCC) filings you discover that both Hondas are fully paid for, but $4,000 and $12,000 are owed on the
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1991 GMC Jimmy S-15 and the 1994 GMC Sonoma, respectively. 9 Using the Kelley Blue Book website (http://www.kbb.com) you estimate the market values of the four owned vehicles to total about $20,940.
Gary and Susan Jacobsen were in the process of obtaining a divorce and, consequently, their personal residence was for sale. To assist you in your net worth analysis, you decide to pose as a potential purchaser of the home. 10 During a tour of the house, you videotape the contents of the Jacobsen home, which include a baby grand piano with gold trim, expensive furniture, a billiards room, numerous works of art, and a fully equipped exercise room with wall-to-wall mirrors. You conservatively estimate the value of this personal property to be at least $100,000. The Jacobsens were divorced on February 25, 1998, and you obtain a copy of their divorce agreement that listed the division of the couple's assets and liabilities. The document indicates that they also own a residence in Tucson, Arizona with a market value of $153,000 and an outstanding mortgage of $100,000.
Questions for Task 3 9. Compute Susan and Gary Jacobsen's estimated net worth as of June 1998. Does this evidence either confirm or refute the allegations you have been engaged to resolve? Explain and defend your answer.
EPILOGUE
In the aftermath of IBC's collapse, prosecutors obtained criminal indictments against Susan Jacobsen based on the following charges: 1. Six counts for failure to file or pay state taxes 2. Conspiracy to commit loan fraud against the Small Business Administration (IBC applied for a $125,000 disaster assistance loan to replace flood damaged computers at Aaker's Business College-which was owned by Susan's brother-in Grand Forks but diverted the money for personal use) 3. Illegally transferring $125,000 in SBA loan money from one school's bank account to another 4. Failure to repay $546,000 in unused financial aid to the Department of Education 5. Failure to refund $368,000 owed to students 6. 19 counts of grand theft for stealing $500 each from 19 students' financial aid accounts In a plea agreement hearing before the judge, prosecutors argued that Ms. Jacobsen "drained huge amounts of money from the schools to pay herself an exorbitant salary, buy homes, expensive clothes and jewelry, eat lavish meals, and support alcohol and gambling habits … While students were eating macaroni and cheese, the defendant was eating caviar." Examples of extravagant living presented to the court included:
• $27,000 per month salary • IBC paid Susan's personal credit card bills, which totaled $190,000 in a six-month period • $18,241 spent on clothes in one day in Washington, D.C.
• A $5,000 IBC credit card cash advance was used to gamble in a Las Vegas casino • $1,200 spent on one meal in Washington, D.C. When Susan tried to rationalize and shift the blame for her conduct to her subordinates the judge retorted, "You have no right to rationalize your conduct. You were the boss. You were responsible."
9 Filings under the UCC are made at the state and county level and contain information regarding non-real-estate mortgages such as loans made to individuals or businesses for the purchase of equipment, furniture, automobiles, and other types of personal property. 10 Posing as a potential purchaser is not illegal or unethical. Information about the value of the Jacobsens' personal property was needed to estimate their net worth, and there was no other reliable method by which to obtain this information. Before posing as a potential purchaser, however, the fraud examiner first checked with plaintiffs' attorney to determine if he was within his legal rights to do that and the attorney assured him that he was. Further, the attorney informed him that evidence obtained in such a manner would be admissible in court.
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He then added that her lifestyle, extravagant by anyone's standards, was "a slap in the face to students and the community." In August 1999, Susan Jacobsen pleaded guilty to charges 1, 4, and 5 above, was sentenced to eight years in prison, and was ordered to pay $914,000 in restitution. The remaining charges were dropped. In October 2001 she was paroled to the state of Washington. Upon release Susan professed her innocence and claimed she still owed $3 million, including $1 million to the Internal Revenue Service. Susan said her future plans were uncertain, but she was considering working on a doctorate degree.
Three other people pleaded guilty to felony counts in connection with the IBC fraud:
• Gary Jacobsen, Susan's husband and IBC data processing manager. Pleaded guilty to conspiracy to commit loan fraud against the Small Business Administration. He was sentenced to three years of supervised probation, with six months of home confinement with electronic monitoring, and ordered to complete 100 hours of community service.
• Robert Knapper, CPA, IBC controller and chief financial officer. Pleaded guilty to conspiracy to commit loan fraud against the Small Business Administration and to embezzling $200,000 in student loan money. He was sentenced to three years of supervised probation, with six months of home confinement with electronic monitoring, and ordered to complete 100 hours of community service.
• Bryan Norbert, a salesman for Corporate Technologies who prepared a false invoice in an effort to cover up the SBA loan fraud when the SBA audited the loan proceeds. Pleaded guilty to mail fraud, since he sent the false invoice via the U.S. postal service. He was sentenced to two years of supervised probation and ordered to complete 100 hours of community service.
Additional Question: 10. Who ultimately was harmed by Susan Jacobsen's actions? APPENDIX Instructors of forensic accounting/fraud examination courses may wish to add the following question to this case: 1. Prepare a list of interview questions you would like to ask each of the four employees you arranged to interview in Task 2. For some brief background reading that will provide students with a foundation to assist them in answering this question, see Buckhoff and Hansen (2001) or Hansen and Buckhoff (2000) . the graduate auditing students had taken a course specializing in fraud examination. Rather, these graduate students had received only two weeks of basic introductory fraud topics in an accounting information systems course two years earlier. This instructor noted that the students showed a high level of interest when discussing the case. The discussion was lively and students asked many questions. Several students expressed some surprise that a fraud examiner is not bound by any professional accounting standards such as GAAS. Rather, the role of the fraud examiner is very different from that of an auditor and is to simply find evidence and then report the facts to support or disprove any allegations. This instructor believed that the case is also appropriate to use in an auditing class for several reasons. First, the case is an excellent example to illustrate the differences between an audit and a fraud examination. Second, the negligent audits performed by the CPA can be used to demonstrate the value and importance of several generally accepted auditing standards and professional ethics.
This case was also used as a learning tool in a subsequent semester by this same instructor in a graduate-level course on fraud examination, as well as by a second instructor at a different university for the same course. Both instructors noted that the students enjoyed the opportunity to apply their course material to an actual case of fraud, and many students commented on how the case helped to pull together much of the material covered in class in a true-life example and caused them to think creatively. The most common words that students used to describe the case were "challenging," "valuable," "informative," "interesting," and "fun." Overall, the students did a good job of arriving at correct solutions to the case questions. Student suggestions relating to the flow of the case and the information presented were collected and included in this version.
We have found that, in an auditing course, one class period is sufficient time to discuss the case. In a fraud examination course students have been exposed to some of these issues, and half a class 
